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WARRANT REDUCTION

However the Report Dims

Nol Hold Pipe Line
Without Blame,

WASHINGTON, May 4. In
ti ii senate resolution direct-

ing nu Investigation Into the oauie of
ii reduction in prices of crude oil in
1914 iii the Healdton, Okla,, oil field,
sometimes culled the Ardmore field,
a report by the old bureau of corpor-
ations WiiH laid today before Presi-
dent Wilson. The report was com-
pleted before the bureau was merged
with t lie new federal trade coiimiiK-Bio- n.

The investigation revolved around
the charge that the Magnolia Pipe
Line company, having a monopoly in
transportation of oil in the Ardmore
field, had arbitrarily reduced the
price of crude oil and had practiced
discriminations,

"In brief," sa? the report, "the
conclusion of the bureau is that rc- -

dUCtlona in the price of Healdton
crude oil were made because of the
discovery hy the Magnolia Pipe Line
company of its small gasoline and
kerosene content, and because the
lubricating vahn s of this crude were
not enough to warrant, under existing
conditions, Its use for the manufac-
ture of lubricants,

'The pipe line company, however,
does not appear to be without blame.
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for its failure to determine the true
character of the oil at an early date.
This would have saved much disap-
pointment to producers,

"The bureau found no evidence ofany intent on the part of the pipe linecompany to discriminate between the
different producers ,,r against the
oil produced on Indian allotmi nts

1 he Inn , :,b ,11,1 r,i,.i - .i.... -- .
. Hvn,vr, lll.lt ,1 L

various periods some producers ma)
mvoreo-a- i the expense ofothers, under the law the pipe line

company should either have taken thetot a production or should have pro-
rated its purchases and equalised
them within 30 days in the case ofmost of the producers temporari

were apparently correctedwithin the legal period, The unre-- .
liabiut) of existing records relating toproduction and the unsettled questionas to what legall) conatitutea discrim-ination, pmciude a positive statement
in regard to the Subject."

The full report follows:
Department of Commerce, '

Bureauof ( orporatlons, Washington, March
10, 11115.

Sir I have the h to submitherewith a report dealing with theconditions in the Healdton, kla.. oilfield (sou i. .times called the Ardtiioteoil field).
This report is made pursuant to a

resolution paaaed by the senate onMarch 88, 1911, which directed an In-
quiry into the cause of a reductionmade ahortly before that time ID Hie
price ol crude nil in the "Ardmore"ml field on the part of the Magnoliaripe Line company, whether corre-an- indlng changes bad been mud, inthe prices of the finished- - products
manufactured from such oil, andwhether discriminations were prac-
ticed on the par- - f the company asbetween different producers of oil inthe field,. especially against the oil on
Indian allotments.

'Hie t ontrovcrsy,
The Healdton oil field was discov-

ered In August, 1918. Shortly alterrepresentatives of the .Magnolia Pe-
troleum company pronounced theHealdton crude oil to i,e a high-grad- e
011, similar to that from tlm Blectra,
Texas, field and the northeast Okla-
homa fields. They staled publicly
that the current Oklahoma crude oilprice at the wells would be paid. The
Magnolia I'ipe Line company, ow I
by the game Interests as the Magnolia
Petroleum company, was Incorporated
under Oklahoma laws to own andoperate a pipe line In that stale. Itspipe line connected at the Texas-Oklaho-

boundary with the pipe line of
tiie Magnolia Petroleum company. By
January 26, 1914, the Magnolia Pipe
Line company, which hud erectedstorage tanks In the field, began topurchase oil and store It, In anticipa-
tion of the completion of its pipe line
'I here were then In the ifeld about r
producing wells, with an estimated
total daily production of 1,668 barrels
of crude oil, i in January 26 the Mag-
nolia pipe company notified theproducers that It would pay $1.08 per
barrel at the wells for Healdton crudepetroleum t sting :i2 degrees Baumeand above, which was the current Ok-
lahoma crude oil price. On March 2,
however, the company reduced Us
Price for Healdton crude oil testingess than U2 degrees Haume scale to
7u cents, although the current Okla-
homa crude i. price was $1.0", The
price of Healdton ortlde petroleum
testing. 8j degree Baume ami above
w as raised' from 11.08 to AK n
March 8. The pipe line company later1
council me producers that on andafter Match it Would not purchase
more than 4,000 barrels daily, and
that it would prorate, according to
i iklahoma law, the quantity taken from
each producer in the proportion ofhis daily production to the total pro-
duction. The total daily production
of the field at that time was estimatedat about 10,000 barrels, on March L'H

the price for all grades of Healdton
crude oil was fixed at 70 cents per
barrel On April HI, and again on
April L'ii, additional reductions of 10
cents per barrel were made, bringing
the price of Healdton crude oil down
to 60 cents per barrel at the wells. Up'
to January, 1816, the price remainedunchanged. In each instance the re-
duction In price was defended by the.pipe line company on the grounds of
the inferior refining qualities of the
oil.

Following the first cut In price (on
March :!), the producers complained
to the corporation commission ofOklahoma, which sent a special in-
spector to the Healdton field to make
an official test of the gravity of the
crude oil.. On March 18, 1914, the
commission held a hearinn at Okla-
homa City, at which the producers
and the pipe line company presented
their respective sides of the case. Thereport of the Inspector employed by
the commission was. on the whole, ad-
verse to the producers' claim that the
company was not justified in its ac-
tion. The commission decided to post-
pone the case until both the pro
ducetl and the pipe line company
could more thoroughly Investigate the
refining quality of the crude oil.

Following the cut in price to
cents per barrel on April 20, the pro-
ducers laid their complaints before
the attorney-gener- al or the state, who
Instituted proceedings, against theMagnolia Pipe Lino company before
the corporation commission. The atto-

rney-general charged that the pipe
line company was guilty of UlegaJ acts
in unreasonable restraint of trade, and
various Illegal practices, especially
discrimination between different pro-di- e

ers in Its purchases of oil. The
case was heard before the corporation
commission In May, 1914. During the
course of the hearing the charge
against the pipe line company for dis-
crimination between producers was
virtually abandoned, Although evi-
dence was received regarding the
quality of Healdton crude, the com-
mission made no findings on the sub-
ject. A compromise agreement was
arranged out of court between the
producers and the pipe line company.
This agreement was made the basis ol
an official order which was issued by
the corporation commission on May 7.
Among other things, this order pre-
scribes, the minimum quantities of oil
to bo daily purchased and run by the
pipe line company from the field !

tween certain specified dates. An in-

spector for the Healdton field was ap-
pointed with full authority to Inves
tigate nil runs of oils, to ascertain
the production of all wells, and to ap-
portion the amount ' of oil Which
should be taken from each producer
so as to prevent any discrimination.
He took charge of this work on May
1U. 1914.

Investigation by Bureau.
In the consideration of the questions

raised in the senate resolution the
bureau investigated thoroughly the
subject ,,f the refining value of Heald-
ton crude oil. It secured not only the
results of muny laboratory anaylses
and of test runs made on a small scale,
In miniature tills holding about one
barrel, and by refineries on a large
scale, approximating commercial con.
dlllons, but it also secured from two
refineries, namely, the Magnolia Pe-
troleum company's Corsica nn refinery
and the l'lcrce-Kordyc- u Oil associa
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tion's Fort Worth refinery, the i,.Milts
obtained from about 1,800,000 barrels
of Healdton crude oil, which were the
only important quantities ,,r Healdton
el ude refine i ill the course of regular
commercial o Deration. Tin, bureau
ai.--o obtained Information relating to
the prices of the finished products
manufactured from Healdton crude
oil.

a careful Investigation wax made
into the queatlon of whether discrim-
ination was practiced by the pipe linecompany in its purchasing of oil from
different producers In the field, and
particular attention was given. In t ioh
connection, to the Mllilccl of oil nin- -

duced on Indian allotments. The in-
vestigation of the bureau of corpora-
tions Inoludeu a thorough examination
of the books and i. cor, Is of Hie Mag-
nolia pips i.ine company and tin Mai
nulla Petroleum company

Monopol) oi Magnolia,
The Magnolia Pipe Line COUtpan)

from January 80, 1914, when ii began
to buy and run oil Into Its pipe linesystem in the Healdton field, up to
November, 1814, had a monopol) of
the only practical means of transport
uig the oil from the field to a refill-er- j

market It did not lrnnsp,,n any
oil as a commqn carrier. The lack of
marketing fai littles ami the chai n i
for transportation were auch that the
produoera preferred to sell their oil at
Ho- wells to the pipe line coinpaiiv,
and no oil was offered for transpor-
tation.

Tin- pipe line company bought all
tin- oil entering its pipe line stored
it, transported it to the boundary line
between Oklahoma ami Texas, ami
sold it to the Magnolia Petroleum
company, an allied concern. The Mag
nulla I'ipe lane company, in virtue of
the direumstances which made it the
only purchaser, as well as transporter
of the oil produced in the Healdton
Held, in fixing Hie price which it
would pay ,,r the oil, at tin' same time
fixed the market price
produced in the field.

for al tin

Reduction of Price,
With respect to the cause

reductions in the price fixed
.Magnolia ripe lane company

of
hy

il

the
the
the

bureau rinds no evidence of an intent
10 arbitrarily depress land values in
order to buy property
more cheaply or to acquire stocks of
011 already accumulated at a price
much below its real value. It Is true
that officiate of. the Magnolia Petro-
leum company early in the develop-
ment of the Healdton field made ex-
ceedingly favorable statements In re- -
gard to the refining quality of the oil
and said it was a high-gra- de oil. They
assert that this was a bona fide mis-
take, and the evidence of the corre- -

pondence'ln the fllea of the Magnolia
Pipe Line company utul the Magnolia
I etroleum company as well as their
actions support this contention. W hen
they discovered that only a relatively
small proportion of gasoline and kero-sfii- e

could lie obtained from it, that
the oil did not have enough lubri-
cating value to make it practicable
for them to use it for the manufac-
ture of lubricants, and that it had a,
relatively high percentage of fixed
sulphur, to remove which Increase I

the cost of refining, the Magnolia
I'ipe Line com pan) made the various
reductions in price. This was done,
they claim, in order to put the f. o. b,
refinery cost of the crude oil from the
Healdton field on a i ipetltiVe basis
with the f. o. b, refinery cost of the
crudes from other fields that were
available to the Magnolia Petroleum
Company's refineries.

The bureau of corporations finds
that the contention of the pipe line
company regarding the email gasoline

n,l kerosene content of the crude oil
produced in the Healdton field is cor-
net. It of the opinion also that
while Healdton crude is chemically
adapted to the manufacture of lubri-
cants, yet, in view of the prises at
which other crudes better adapted to
the manufacture of lubricants could
he bought anil the limited market for
the lubricants obtainable from Heald-
ton crude, its lubricant qualities added
little to its market value. The fixed
sulphur which is found In the Heald-
ton crude is removable from the gaso-
line and kerosene by methods Which
are not unduly expensive, although
more expensive than is necessary for
other competing crudes. The sulphur,
however, does not affect the value of
the Healdton crude enoug4i to justify
any important reduction in the price
paid for the oil. In brief, the con-
clusion of the bureau Is that the re-

ductions In the price of Healdton
crude oil were made because of the
discovery by the Magnolia I'ipe Line
company of its small gasoline and
kerosene content, and because the
lubricating values of this crude were
not enough to warrant, 'under exist-
ing conditions, its use for the manu-
facture of lubricants. The pipe line
Company, however, does not appear to
he without blame for its failure to de-
termine the true character of the oil
at an early date. This would have
saved much disappointment to pro-
ducers'.

Prices f Grade on.
in regard to the question raised In

the senate resolution, whether changes
were made iii the prices of the fin-
ished products manufactured from
Healdton crude oil corresponding to
the changes in the price of the crude,
It should be noted that no finished
products from Healdton crude oil
wire marketed until about the latter
part of April, 1914, at which time all
of the reductions in price had taken'place. ,

The bureau has made comparisons,
based on the total value of the prod-Uvt- S

derived from them, of the com
mercial values of crude oil produ sed
in various Oklahoma, north Texas and
north Louisiana oil fields. It has made'
such comparisons on two bases first,
the yields shown by the analyses
made by the United States bureau of
mines, which uses a standard method
of testing for all kinds of crudes, ind
second, the yields show n by refill ir
refinery operations The results of
both comparisons show that the prod
nets derived from Healdton crude are
distinctly less valuable than those de-
rived from other- - crudes which were
available to the Magnolia Petroleum
company's refineries. Consequently,'
under competitive conditions the price
of Healdton crude would rraturally bo
lower.
Discrimination Between Producers,

in considering the question raised
in the senate resolution, whether dli-- c

animations v ere made by the Mag-
nolia I'ipe Line company between dlf-t--

r in prod, i. i is In the Healdton field,
and especially against the oil produce I

on Indian allotments, the bureau has
limited its In "stlgatlon to the pi riod
letween January 28. the date that the
I pe line company began to purchase
i'il from the pn diners In the Ileal,

fli Id. and May 11!, the date on
which the inspector appointed by the
corporation , oinmission of Oklahoma
took charge of the determination of
the quantity f oil to be taken by the
pipe line Company from each of the
various producers In the field.

The bureau has carefully examined
all of the testimony In the record of
the corporation commission hearing
in May. 1914. at which time the
charge of discrimination was officially
brought before the commission In the
complaint filed by the attorney-genera- l.

Additional evidence bearing on
this subject has been collected by the
bureau. It consists of Information
gathered In Intel v iews with persons
In a position to know the facts, f
sworn stattiiieilts aud of ItatlstkSlJ
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material gathered tr the records or
the Magnolia Pipe Mne c pany and,
whenever It was possible to obtain it.
from the records ol the producers
themselves,

in the absenoe of any federal statute
defining what constitutes discrimina-
tion by pipe lines, the bureau has
baaed Its work on the Oklahoma
statute dealing with the subject, An
there has been no judicial construc-
tion of several points Involved in the
application of Hiis law to the condi-
tions found to have existed In the
Healdton field, the bureau has I, ecu
obliged iii answering the question
raised by the senate resolution, to
apply its own interpretation. Under
the Oklahoma law, the pipe line com-
pany must either purchase all the cur-
rent output of each producer or take
such proportion Of Ids output us his
production hears to the total produc-
tion. The pipe line company is al-

lowed a period of 30 days In which to
correct inequalities.

The lack of deflnlti verifiable rec-

ords dealing with the production at
this early period makes it difficult to
determine the facts exactly. Few pro-

ducers had any such records and the
records of the Magnolia Pipe Line
oompany, while accurately showing
the quantity of oil taken from each
producer, contain' only estimates of
the production, and statements of
doubtful accuracy concerning the oil
held In Storage In the producers' tanks
The pipe line company at this early
period considered itself able tn take
all of the current production, of the
field without difficulty and therefore
did not pay special attention to the
matter of making ts purchases from
the different producers in proportion
to their production.

The bureau found no evidence, of
anv intent on the part "f the pipe line
company to discriminate between the
different producers or against the nil
produced on Indian allotments. The
bureau did find, however, that at va-

rious periods soma producers may
have been favored a? the expense of
others, Under the law the pipe line
company should either haxe taken
the total production or should have
prorated its purchases and equalised
tin in within 30 day. Tn tin case of
moat of the producers temporary In-

equalities were apparently corrected
vv, thill the legal period. The unreli-
ability of existing records relating to
I reduction and the unsettled ques-

tion as to what legally constitutes dis-
crimination, preclude a positive stflSe-n.e- nt

In regard to the subject.
Very respectfully,

JOSEPH E. DAVIES,
Commissioner of Corporations.

The President.

(Additional oil on Page Ten)
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